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UNITED KINGDOM; KEY ECONOMIC INDICATORSL/ 


Average Exchange Rate - lst Quarter 19782/ 


£1.00 = $1.93 
% Estimate3/ 
1976 1977 Change 1978 

INCOME, PRODUCTION, EMPLOYMENT 
GNP, Current Prices4/ 10.4 122.7 41.2 Aa 
GDP, Constant 1970 Prices4/ 6.2 48.2 0, 49.6 
Per Capita GNP, Current Prices (Pounds) 1971 2195 te 2460 
Plant §& Equipment Investment (1970 Prices) Dat Dat Us 4.0 
Personal Disposable Income (1970 Prices) 41.6 a2..4 i. 434 
Indices: 

Industrial Production (1970=100) 201.3 102, : HOS. 

Average Labor Productivity (1970=100) Ries 114. ; Liv. 

Average Earnings (Jan.1976 = 100) 106. L255 . 220% 
Labor Force (Millions) ZO). 26, . 26. 

Unemployment Rate (%)5/ 2% Ss Se 


MONEY AND PRICES 


Money Supply (Sterling M3)6/ 
Interest Rates (%)7/ 
Indices: 
Wholesale Prices (1970=100)8/ 
Retail Sales Volume (1971=100) 


BALANCE OF PAYMENTS 


Gold §& Foreign Exchange Reserves 

External Public Debt 

Public Sector Payments Abroad of 
Interest, Profits and Dividends 

Visible Trade Balance 

Balance on Current Account 

Exports, FOB 
US Share (%) 

Imports, FOB 
US Share (%) 

Main Imports from U.S. (Millions of Pounds) 
Machinery (non-electrical) 
Machinery (electrical) 
Transport Equipment 
Cereals and Cereal Products 
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Footnotes: 


1. All figures are in billions of pounds sterling except where other- 
wise noted. 
The Average Exchange Rate for 1976 is b1.00=$1.80 and for 1977 is 
£1.00 equals $1.75. 
1978 estimates should be treated as very tentative. 
At factor cost. 
Seasonally adjusted excluding School Leavers, December figure. 
Seasonally adjusted, December figure. 
Three-month Treasury Bills - Average Discount Rate 
Ex-factory. 
As of April 30, 1978 


Sources: Monthly Digest of Statistics, February 1978; Bank of 
England Quarterly Bulletin, March 1978. 





UNITED KINGDOM 


SUMMARY : 


Real growth in the British economy failed to match the broad recovery 
in the financial indicators which was so notable in 1977. Gross domestic 
product grew less than 1% mirroring the virtually unchanged level of in- 
dustrial production, Sharp declines in consumer expenditure and fixed 
investment, particularly in the public sector, were barely offset by a 
healthy rise in net exports and largely unintended inventory accumulation. 
Current government expenditure was flat. Inflation and unemployment -- 
the basic barometers of economic activity -- accurately reflected the 
Slow rhythm of the economy, The rate of price increase subsided rapidly 
With the 12-month rise in retail prices easing to 12.1% in December and 
to just over 7% by April 1978. Unemployment continued to rise, albeit 
more slowly than in recent years, standing at 6.0% by year-end. 


The British consumer will provide much of the impetus in the economy 
over the coming year. Personal purchasing power augmented by a combina- 
tion of income tax cuts and rising real wages, should underpin a 5% rise 
in the volume of consumer expenditure. This, coupled with the planned in- 
crease in government spending, is likely to produce an overall growth rate 
of about 3% in the year through mid-1979. The main uncertainties oversha- 
dowing what promises to be a substantial recovery are the rate of increase 
of imports in the face of rising consumer expenditure and the ability of 
the government to achieve a further period of wage restraint after the 
current year of incomes policy ends in July. Nevertheless, industrial pro- 
duction should grow more rapidly than at any time since 1973 while invest- 
ment in manufacturing and in housing, particularly in the private sector, 
should continue to expand at a good pace. Fiscal and monetary policy are 
narrowly balanced with the former mildly stimulative and the latter somewhat 
tighter than in the year just past. Their compatibility depends heavily on 
the shape of the balance of payments and the rate of increase in wages. 


With the consumer in the lead, prospects are bright for potential 
American suppliers. A recovery in fixed investment is clearly underway 
and producer goods suppliers, with a keen eye for potential customers, 
should benefit from the improved economic situation. END SUMMARY 


A. CURRENT ECONOMIC SITUATION AND TRENDS 


Consumption Shows Signs of Picking Up 


The U.K. economy lost momentum in the spring of 1977 and failed to 
regain it during the remainder of the year. Real gross domestic product 
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rose less than 1% from its 1976 level. This weak performance owed much 
to sharp first-half declines in both private consumption and fixed in- 
vestment. Eroded by a 15.8% rise in retail prices, real disposable in- 
come fell 1.3% in 1977 and consumer expenditure dropped by 0.8%. How- 
ever, the volume of personal consumption recovered smartly during the 
second half. The savings ratio fell from 15.1% in the first quarter of 
1977 to 12.8% in the third quarter, as consumers dipped into their re- 
serves to sustain current spending. However, the savings ratio recovered 
to a record 16.1% in the fourth quarter as consumers spent only a small 
fraction of the substantial rise (19.3% at an annual rate) in their real 
purchasing power. Income tax cuts in August and December, plus a rate of 
inflation whose steady decline was accelerated by a strengthening pound, 
were responsible for this turn of events. They nearly reversed the sharp 
decline in real disposable income (4.8% at an annual rate) which occurred 
during the first half of the year. 


Private fixed investment followed a similar pattern, falling during 
the first half of the year and recovering to levels not reached since 1974 
during the second half. While overall fixed investment fell 3.9% in 1977, 
the private sector managed to achieve a 4.4% gain. The public sector, 
particularly general government but also public corporations, experienced 
declines in fixed investment well beyond those originally planned. Gen- 
eral government investment fell fully 19.8% for the year as a whole, while 
capital expenditure by public corporations was 11.0% below the 1976 level. 
The only bright spots in an otherwise dismal picture were the recoveries 
in fixed investment in manufacturing and other industries ( up 7.8%) and 
in distribution (up 8.7%). Inventory investment rose considerably, account- 
ing for 0.9% of GDP in 1977 compared with 0.2% a year earlier. This in- 
crease occurred during the first half of the year, It mirrored a largely 
unintended build-up in the wake of declining consumer expenditure. Despite 
a small decline in inventories (0.2% of GDP) during the second half, 1978 
began with stock/output ratios at abnormally high levels. 


In accordance with public spending plans, general government current 
expenditure was flat in 1977. Reduced borrowing by the nationalized in- 


dustries and local authorities coupled with higher than anticipated cor- 
porate tax revenues and lower interest expenditure produced a public sector 
borrowing requirement of £5.7 billion pounds in the fiscal year through 
March 1978, much lower than the initial estimate of b8.5 billion. 


The external sector was the only one to show any buoyancy. The volume 
of exports of goods and services rose 6.0% in 1977 while the volume of im- 
ports of goods and services was only 3.8% higher than in 1976. As a result, 
net exports increased their contribution to GDP from 1976 levels. 


Industrial production rose by less than 1,0% in 1977. However, pre- 
tax corporate earnings, adjusted to eliminate inventory gains, rose by 39.0% 
in 1977. The inventory gain was nearly a third below the 1976 figure be- 
cause of sharply lower inflation during the second half. The 39.0% figure 
Overstates the actual improvement, as it includes rapidly mounting profits 
from the North Sea. But even allowing for this, non-oil earnings rose by 
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25%. The share of adjusted corporate earnings in GDP stood at 8.0% in 
1977 compared with 5.3% in 1976. 


With demographic factors adding about 175,000 people to the labor 
force in 1977 and only a slight rise in GDP, government employment pro- 
tection and job creation programs contributed to holding the rise in un- 
employment to 100,000 as unemployment rate ended the year at 6.0% com- 
pared with 5.5% in 1976. With output sluggish and overall employment 
Slightly higher, it is no surprise that productivity in manufacturing 
fell slightly in 1977. 


Balance of Payments 


Britain's current account was in virtual balance in 1977 after a bl.1l 
billion 1976 deficit. The growing importance of North Sea oil as an import 
substitute was the principal reason for this change. Other elements also 
contributed to the improvement, as the U.K. competitive position strength- 
ened with respect to her major competitors, During the year, non-oil ex- 
ports rose 7.1% while non-oil imports were up 5.0%. Official borrowing and 
private capital inflows kept upward pressure on sterling despite the in- 
crease in U.K. reserves of more than $16.4 billion to a total of $20.6 
billion by December 31. Sterling ended the year at $1.92 compared with 
$1.70 a year earlier; its trade-weighted (Dec. 1971=100) exchange rate 
stood at 63.8, a gain of 5.5%. 


The Budget -- A Cautious Stimulus 


At the end of 1977, the British current account was in a substantial 
and seemingly growing surplus. Sterling had finished the year above $1.90, 
retail price inflation was well on the way to single figures, and incomes 
policy seemed set to prevent another wage explosion. There was spare 
capacity and an ample supply of labor. In short, the conditions for an 
expansionary fiscal policy seemed ideal. Yet, the Budget announced by the 
Chancellor of the Exchequer contained a far smaller stimulus than many had 
originally considered likely. Income taxes were cut by 2.4 billion pounds, 
sufficient to add less than 1% to GDP; minor tax changes of particular bene- 
fit to small business were introduced and new expenditure totalling 0.5 
billion pounds from existing but uncommitted contingency tunds was announced, 


Year-end optimism had given way to springtime caution because the cur- 
rent account which seemed to firmly in surplus during the fourth quarter re- 
turned to deficit (£218 million) in the first three months of 1978. More- 
over, the growth of the monetary aggregates appeared to be threatening to 
exceed the upper end of the 9-13% sterling M3 target band. Thus in his 
Budget Message the Chancellor not only held back on the net stimulus but also 
announced a lower sterling M3 target of 8-12% for the year to April 1979. He 
also announced a 1% rise in the Bank of England's minimum lending rate (MLR) 
to 7.5%. Yet sterling which had begun to come under pressure, fell further 
after the budget, ending the month of April at $1.82 after having reached 
a peak of $1.95 in February. On May 5, MLR rose to 8-3/4% partially in 
sympathy with rising U.S. interest rates. 





The Outlook to Mid-1979 


With the Budget Message, it became clear that the goyv- 
ernment's economic strategy depended on a mild fiscal stimulus, 
slightly tighter monetary policy, and an intention to try to 
hold the increase in average earnings in wage bargaining year 
beginning in August to about half the 14% expected in the cur- 
rent pay round. While no firm commitments have been made or are 
likely to be made by organized labor to achieving this goal, 
the environment for wage bargaining should be more conducive to 
moderate pay settlements. When the bargaining begins in late 
summer, the 12-month rate of retail price increase should be in 
the 7-8% range rather than the 17-18% rate of summer 1977. 
Moreover, the next general election, which may well be immi- 
nent, is likely to engender more moderate behavior on the part 
of trade union bargainers. There are other factors working 
in the opposite direction but it is reasonable to assume that 
average earnings will rise more slowly (in the 10% range) over 
the year to July 1979. 


On that basis and taking the government's money supply 
and public sector borrowing targets (b8.5 billion) as given, 
it is possible to set out the most likely pattern of growth for 
the major economic aggregates. 


Consumer spending will be the principal engine of growth. 
Real disposable income will continue to rise sharply through 


the end of 1978 though the rate of increase will begin to 
slacken during the fourth quarter as retail prices move up in 
response to rising demand, the impact of the March-April 1978 
decline in sterling, and the assumed slowing in the rate of 
earnings increase. Nevertheless, real consumer expenditure 
should rise by about 5% in the year through the second quarter 
of 1979. This figure could be higher should the savings ratio 
fall much below its 1977 level. 


Gross fixed capital formation is likely to sustain its 
first overall real gain since 1973. A probable 12-13% gain 
in manufacturing investment in 1978 and a recovery in housing 
construction from current depressed levels are expected to be 
the main areas of strength. Public sector fixed investment 
is scheduled to grow by 6.3% between the first halves of 1978 
and 1979, a marked reversal of the 11% decline of the previous 
12 months. In the aggregate, fixed investment seems set to 
rise by about 2.0% in the coming year. 


Inventory investment has shown signs of continuing the 


correction started during the second half of 1977, This cor- 
rection is likely to have run its course by mid-1978 as rising 
consumer demand enables manufacturers and distributors to 
achieve more acceptable ratios of inventories to sales. There- 
after, some rebuilding of inventories may appear during the 
second half of the year and continue into 1979, 
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Current government expenditure is slated to rise by 1.8% 
in volume terms during the year through mid-1979. This is a 
departure from the pattern planned for the last 18 months when 
expenditure volume was flat. The planned increase is spread 
among virtually the entire range of programmed expenditure. 


The behavior of the external sector continues to be the 
most difficult to predict. Many forecasters had anticipated 
that growing North Sea oil revenues would produce a substantial 
(on the order of £1.5 billion or more) current account surplus 
in 1978. A strong increase in import volume, which continued 
through the first quarter of 1978, a disappointing increase in 
export volume and a sharply reduced invisibles surplus, however, 
caused most forecasters to revise their assessments for 1978. 
These developments are not clearly understood but can in part be 
ascribed to an appreciating pound, and slow growth of other in- 
dustrial economies. It is felt, moreover, that a high marginal 
propensity to import consumer goods will, in the face of 1978's 
anticipated growth, constrain the improvement in the current ac- 
count. The government officially forecasts a b750 billion cur- 
rent account surplus for the 12 months through June 1979. In 
line with other forecasts, the government anticipates a declin- 
ing surplus over that period. 


The implications of the foregoing review for industrial 
production, employment and inflation are fairly straightforward. 
Imports and the inventory cycle are likely to dampen the increase 
in industrial production for most of 1978. Toward the end of the 
year and into 1979, these effects should be smaller. The overall 
rise in industrial production should therefore be about 3.5 to 
4.5% with some of the rise due to rising North Sea oil output. 
Employment is likely to rise more slowly than output leading to 
a cyclical upturn in productivity. Unemployment which has de- 
clined slightly since September 1977 way rise a bit before the 
end of 1978 and then begin to decline during the first half of 
1979. The 12-month rate of retail price increase should remain 
in the 7.5-8.5% range through the summer of 1978 before begin- 
ning to rise, reaching 9-10% by year-end, under the impact of 
a weaker pound and rising demand. Thereafter the rate of in- 
flation should show little further change; perhaps even declin- 
ing somewhat as labor costs fall slowly in the wake of rising 
productivity and smaller earnings increases. 


IMPLICATIONS FOR THE UNITED STATES 


With aggregate demand rising more rapidly in 1978, certain 
areas of the economy offer better than average prospects for 
American sales. The U.S. is traditionally in the forefront in 
computers and peripherals, automated business equipment and 
electronics, including security systems. The urge for higher 
technology and lower dependence on labor will undoubtedly chan- 
nel increased investments in these sectors. The U.S. remains 
strong in aviation and avionics despite European inroads. 
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Petroleum and offshire equipment remains a lively area, and 
the future looks bright for U,S. land and submarine mining 
equipment. U.S. consumer goods are always popular and this 
market could grow rapidly with the expected increase in dis- 
posable personal income. 


Consumer Goods 


During three years of recession, U.S. exports of consumer 
goods to the United Kingdom increased by 40%, The Spring 
Budget will result in putting more money into consumers! 
pockets. A dynamic approach by U.S. manufacturers to show 
their products in the U.K., coupled with energetic marketing, 
would secure an increased percentage of this large, sophisti- 
cated market for U.S. manufacturers. Worthy of special atten- 
tion are d.i.y./home improvement sectors (which remained buoy- 
ant throughout the recession), fashion and furnishing fabrics, 
and domestic linens. 


Business Computers, Office Equipment, and Word Processing 


The demand for increased efficiency in the office environ- 
ment continues to spur sales of business equipment across the 
board. Healthy sales increases are indicated in most sectors, 
led by word processing systems, reprographs, and information 
storage and retrieval. The underlying cause is rising staff 
and property costs, coupled with increasing complexity of busi- 
ness documentation. Distribution channels for business equip- 
ment are well developed in Southern England, but the regions 
are less well served. Several chain operators have made the 
progression from stationery and supplies through furniture to 
calculators and copiers, but turnkey office suppliers are still 
in the pilot operation stage. 


Data Processing Equipment and Peripherals 


The Data Processing market has resumed its former growth 
after a three-year period of uncertainty. There is currently 
an excess of computer power available, causing low utilization 
of large mainframes, and a scramble for available business by 
a host of time-sharing firms. The predicted growth in terminal 
population portrayed as almost exponential until the mid-1980's 
has proved disappointing for all but the industry leaders, as 
new developments of intelligent terminals and more advanced 
printers appear on the market after a very short gestation 
period. 


While the parallel drawn between the U.S. and U.K. markets 
with a lag of perhaps 2 years in U.K. applications is still true, 
a divergence is apparent in the data communications field. This 
stems from Post Office policies, and the relatively high cost of 
teleprocessing in the U.K. Distributed data processing develop- 
ments in the banking, insurance, and manufacturing sectors have 
Significant potential for U.S. industry. We expect the U.K, to 





develop along the same lines as similar U.S.-user groups. 
Engineering and Automation 


Leading U.K, companies in the mechanical, electrical, 
hydraulics and pneumatics sectors are basing longer term pro- 
jections on an exponential rise in U.K. demand for fossil 
fuels. The coal mining industry is an excellent growth pros- 
pect over the next two decades. Mining, combustion and prod- 
uct handling systems for coal extraction use and waste dis- 
posal should open up exciting prospects for joint ventures, 
licensing and other arrangements between U.S. and U.K. firms. 


Petroleum and Offshore Equipment 


With up to five new platform orders anticipated in 1979- 
80, suppliers expect an upsurge of orders for related equip- 
ment after a comparative lull in 1977. Exploratory activity 
continues. Demand for maintenance systems for aging equip- 
ment is growing. While British Government policies encour- 
age the formation of joint ventures, nevertheless innovative 
and high-quality U.S. products are welcome -- and being 
purchased, 


Agricultural Equipment 


U.K. imports of agricultural machinery and equipment of 
all kinds have gradually expanded in recent years. The U.K, 
is a leading supply source for the developing world of U.S. 
origin parts and engines incorporated into U.K, equipment and 
re-exported. 


Current home demand is for medium and sophisticated tech- 
nology to offset labor shortages and rising costs. Recent 
government incentives to U.K. farmers should spur sales of 
U.S. agricultural equipment in 1979 and beyond. 


Aviation and Avionics 


Wide-bodied aircraft are now well-established in the U.K. 
With the latest formal request to the U.K. government for per- 
mission to purchase twenty Boeing 737 aircraft as replacement 
for their aging Trident 1 and 2 fleet, British Airways, in 
addition to the independent operators, will continue to be 
prime purchasers of U.S. aircraft manufacturers. 


In the General Aviation and Avionics sphere a steady up- 
ward sales trend is in progress with U.S. aircraft and equip- 
ment in a dominant position. 





Foundry Equipment 


Falls in demand for steel castings from the general en- 
gineering sector and from companies in defense work, and the 
failure (due to industrial disputes) of key U.K. motor manu- 
facturers to keep foundries informed about their future de- 
mand, together with severe price-cutting, have produced de- 
pressed production figures for 1977. However, foundries are 
currently going through a modernization phase, with better 
management methods being introduced, improvements in technolo- 
gy transfer, and expenditure forecast at over $700 million 
during the next four years. Present government grants to 
stimulate investment by the foundries amount to $190 million. 
Sales prospects for new capital equipment are therefore more 
buoyant now than for several years. 


Available by subscription from the Su ntender men r n 4 Annual subsc on, $37.50. Foreign mailing 
perintendent of Documents, GPO, Washi gton, D.C. 20402 pti 
. ’ ’ ’ . | ript i ili $9.40 
additional. Single copies, 50 cents, available from Publications Sales Brar ch, Room 1617, U.S Department of aco Wash ame ps 20230 
, U.S. 4 i n, V.C. . 
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Commercial and economic information on most trading part- 
ners of the United States is available from the U.S. Depart- 


ment of Commerce. 


A Country Marketing Manager is responsible for a country 
or group of countries as listed below. Assistance or informa- 
tion about marketing in these countries may be obtained by 
dialing these key people directly: 202-377 plus the given 


extension. 


Area Extension 


Africa 


Algeria, Libya, Morocco, Tunisia 
Remainder of Africa (except Egypt) 
Europe 
France and Benelux Countries 
Germany and Austria 
Italy, Greece and Turkey 
Nordic countries 
Spain, Portugal, Switzerland and Yugoslavia 
United Kingdom and Canada 


Far East 


Australia and New Zealand 
Fast Asia and Pacific 
Japan 

Southeast Asia 


Latin America 


Brazil, Argentina, Paraguay and Uruguay 

Mexico, Central America, and Panama 

Remainder of South America and Caribbean 
countries 


Near East 


Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 


Peoples Democratic Republic of Yemen, Qatar, 


Saudi Arabia, Syria, United Arab Emirates, 
Yemen Arab Republic 
Iran, Israel, Egypt 


Eastern Europe 
USSR 
Peoples Republic of China 


5767 
3865 


4504 
$228 
3944 
3848 
2795 
4421 


3646 
5401 
2425 
2522 


5427 
2314 


2995 





